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‘high unemployment demographic groups. It is ecncluded that failure .to 
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Abstract ~ " . # 


~ 


: re: eo 8 i 3 
This paper examines demographic differences in patterns of ‘employment 


. 


variation over the business cycle. For various age-race-sex-marital status 


, # ‘ 
groups, movements in employment are decomposed into changes in pnemployment 
é r » 
"and participation. Three primary conclusions emerge. First, both partigi-- 


pation and unemployment must be corsidered in /jany analysis of cyclical changes 
e , ; 


in the ‘labor market. The unemployment rate is fundamentally misleading be- ” 


’ 


cause it can rise either through reduced employment or increased job seeking ” 
activity. Second, a disproportionate share of the burden of cyclical employ- 


ment variation is borne by the young. For example, teenagers comprise 9 per- 
é 


cent of the population but experience 25 percent of cyclical Sap ieynent vanes 
s 


ations. ‘Third, failure to consider participation has led to. undue See eiee 
. 


about the effects of aggregate. demand sdiize on high unemployment ‘groups. 
. . { = 


If participation did not surge, reduction in: ove¥all unemployment to its 

1969 level would reduce the unemployment of almdst. all demographic groups 
. : id : « ] 

to very low levels. It is only because of increased: participation that 


demand policy appears ineffective. In fact, increased participation is 


an additional advantage of economic stimulus. F . Posy 


. : 7 4 


‘ 


. 


The cyclical behavior of employment and unemployment is a i 

dominant feature of labor markets. ‘Cyetieal fluctuations in ‘economic, 

. activity affect the labor market saiseetichiss of all demographic ee ; 
While the unemployment rates of da¢tesunt demographic ee ve together, 
the levels about which’ they fluctuate and the amplitude of cyclical 


fluctuations differ greatly. These differences suggest chat \ingerstanding 


the cyclical character of labor markets requires explicit examination. of 


implications of alternative, pdlicies requires. consideration of \the incidence + 


o' bl 


quite different phenomena. * Unemployment can increase either because fewer * “ 


7 


These two sources of (la ia have different welfate implicat 


Pe ees the latter may reflect an improvement in conditions. / Focus onty 

on unemployment rates is thus very likely to be misleading. Recent | \exp rience 
‘ illustrates the point. During 1977:+the unemployment rate felt by about one | 

AereeneaeE point. If participation had remained constant, the Large’ gai s 


in employment during that year would have caused more than atwo point decline 


in the unemployment rate. Similarly, a constant participatios, rate over th 


\ * F : : 
last two years ,would have led to an unemployment rate -below five percent tod 
. ae 1° 


The ambiguous diavanter of siietnattons in unemployment suggests 


that analysis of cycbical behavior will be improved by simultaneous brantnaion 


of movements in employment and participation. ~In this papey we analyze the v 
demographic patterns of cyclical swings in the labor market y decomposing ee 
- - < “1 * 
a Z : 
i 
/ 
® . 2 
\ 
c - 
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movements. in employment intg changes in unemployment and participation. 


“The paper focus #® on the intertelations among participation, employment and 


. e 


unemployment WIEN particular eaphasis on the partsedpation rate ag a prime i 


rT 


determinant of the labor market “experience of various ‘demographic groups. 


* 2a The fivat section briefly reviews. the evidence indicating the importance of 


: ; ; a ; 
participation fluctuations. The empirical model is described and several 


variants are discussed. The second section of the paper discusses the empirical 
results for various. groups. _ Differences in labor market experience by age, 
sex, race, and marital status are considered, The results confirm the 


Amportance of the participation rate in affecting the cyclical behavior 


of both employment and unemployment. A key finding is that young workers 


bear a disproportionate share of cyclical fluctuations. For. example, teen- 


( 


&4gers, who comprise only 9% of the population, account for more than a i 


of employment fluctuations. The third section of the paper analyzés in greater 


detail the impact of aggregate demand policy on high unemployment demographic 


groups: It _ has frequently been held that these groups have a structural ’ 


. 


problem upon which expansionary policy can have only a small impact. We show 


that this conclusion results from ignoring the participation rate. @hese 


. 


groups have high UOEmp Eo yment rates in times of very strong macroeconomic 
/ 

pene ence only becadse of the surge in participation which accompanies 

isebenden employment Spnateantiiee, Without participation fluctuations, 


¢ ' 
expansionary aggregate demand’ cou]d reduce the unemployment rate of almost 
F .. 


,every demographic group to a very low level. The fourth and final Section of 


the paper summarizes our conclusions and discusses some of their implications. 


. 


t 
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Section I: Labor’ Force Participation and the cyelical Behavior of Labot wirtkets 


The rate-ef* labor force participation is a “fundamental measure of 


[  lijjabor market activity. As a measure of the supply of labor, participation 


‘ ‘ 
\ 


. 
a. 


has been widely studied using aggregate time series. and cross-section data. 


Since Mincer’' 8 .well- known, qtudies, (tincer (1962), (1966)), it has been widely 


_Sqcoenieed that pariicipation fluctuations are of. great importance ti undex= 


wanna seployernt fluctuations, especially sucne women. Within the last 


10 years the availability of large. sets of data on individuals’ has shifted 


-attention from behavior ny the aggregate, to the structural determinants 


‘ 2 > 
(i. e., education and fertility). cad individual ‘participation. Since Bowen 
and Finnegan’ 8 massive study, the time ‘series behavior of the pantieipacton, 


rate igs received relatively little attention. “the few studies wiyich have 


been sacred (e. ie Wachter (1972)°, (1977)) have ee on |"classical" 


macroeconomic models in. which phate is no direct sa of aggregate demand 
on participation. dhwavens there is sihatenttal reason to believe that 
many nonparticipants ae functionally no different from the. ynemployed. 

If this is the case, cyclical fluctuations in the participation rate may 

be na Biieenneine movements in the rate oF ‘unemployment in assessing - labor 


market performance. ye begin by briefly FEVAEWENE, the sid donee suggesting 


that ‘the avai lability of Jobs hue a potentially large impact on the par- 


; ticipation rate. ‘ - ; vA ~ a 


4 


Unemployment and Nonparticipation 


‘ 
. 


* It is important at the outset to recognize the highly arbitrary 


chacateue of the official definition of scsi wane In order to be counted 


as. “unemployed in, the Cureedt t Population Survey AGES)'s a person must profess either 


to be on layoff or to have aearshed, for ork during the last ‘four weeks and 


¢ 


“to be’ avatlable for work in ae, survey week. The definition of search used 


% ‘ 


%, 


in the survey is quite elastic. Speaking, with” friends or reading want ads 


constitutesemployment search under the EPS efinition. The co is- comp1li- 
_ cated by the fact that individuals do not PePOnt on their own labor force status. 
Typitally, one member of a househedd) reports on the’ labor market status of all 


the members. This atecedute ‘may sia biases in estinates of “ie urdu loymedt 


. fate (Freeman ‘and Medoff .(1978)).> ; : - 


Ld 


A 
Perhaps the most powerful evidence of the arbitrary character 


of the CPS comes from a comparison of the Reporting of various BOLEE LOR = § 


Broun _ Persons in the CPS remain in the peenee for four ge are 


° 


od 


_ then muted for eight ac return ‘for four adattdenal ‘months. As Bailar (1975) 
has shown, the reporting of different rotation groups is very different. ‘The 
unemployment rate varies by a8 much ‘as ten percent between those reporting 

to the interviewer for the first time and ante Re tes ae for ‘the final time. 
There is no reason why these differences should exist. since the sanpiles wee, 
drawn in the same way for all rotation groups. Most of the difteeanues lie 

in the reporting of en ee versus nonpart icipation. Those who have been 


interviewed more than_once are more pe reny to indicate that. they did not search 


for work during the preceding month. This has been attributed: to growing 


nontane with the interviewer. In any event - tt suggests that off{cial definit@s an 
: i ; 


may be quite arbitrary. “- 


- 


Since 1967 the Current Population Survey has inquired extensively 
about the status of those not counted in the labor fénce. This group is 
asked both the reason for leaving the labor force, and the reason for not 


looking for work during the preceding month. Those who respond to the second 
> : * > . = 


| ; = 5 = ; 8 " 


. 
« 


Simebiee by saying that they are not eonine bebauee ses not think they ‘ wy 
_ can find a job, gre counted a discouraged workers. The number of such workers va- 
cies cockteseyeliueliy: In 1976,when the unemployment rate was 7.7 pereenit ‘ ‘ 
, there were 910,000 discouraged workers, whereas there were only 574,000 
discouraged workers in 1969 when the unemployment rate was 3.5 percent. ‘Te 
would seem clear that this group of wockaranie loak ae fubicakive of labor 
market failure as those counted wh uteapleyad:. + 3 “a ‘ 
Beyond the discouraged worker eaneinrenk are many others outside i 
the labor force, who might well: be thought of as hater nenicved, Over two 
million people in 1976 reported themselves to have left their last job for 
economic reasona, within the er ibe nas Sree of this group- - 


plan to return to work within a year. In addition, during 1976 eisee to ; 

: \ 
5 million workers indicated that they wanted a job now even though they were 
out of the labor force. While many of @hem gave reasons other than discourage- a 
ment (e.g., keeping house, family responsibilities) for not seeking work it is 
at least posathle that these commitments would not have been entered into had 
they been able to find employment. 

The view that the unemployment /nonparticipation distinction is yery 

weak, is strongly supported by analysis of labor market flows. Clark and Summers 


(1978) examine the BLS Gross Changes data in detail, and demonstrate the high 


’ 2 
frequency of transitions in and out of the labor force. The results 


show that close to half of the unemployed end their spells by withdrawing 
from the labor force. Of this group, about 90 percent remain outside of the 
labor force for less than a year before returning. This group, with recent 


work experience, constitutesthe bulk of the re-entrant unemployed. These 


4 


e] 


—_— 


‘in assessing cyclical condseisdd Employgent fluctuations may be daconpewed 


findings indicate that many people ‘outside the labor, force’ remain closely 


a , 3 ro 


attached to employment opportunities, and are likely to ‘retuny to the tahoe 


f 


> force my quickly. ° In many SEBPSCES their peharind nay bi almost indistinguish- 
hal 


able. tom those officially counted ab unemployed, Likewise, many of those who 


ay ‘e * ¢ 


remain unemployed may in fact be séarching very casually and. may behave in a 
2 , ore 


way not very different from the majority of those who aye out of the labor 


£ 


force. This inference : is supported by survey evidence indicating that many 


of the unemployed engage in only a small amount of “Job search activity .4 


Participation and Employment Biudidanions: 


The weakness of the unemployment /nonparticipation distinction suggests 


that focusing on fluctuations in employment rather than sce dias may be more useful 


e 
into changes in the unemployment rate and the participation rate. ‘The tapio 

ment davies defined as the proportion of the population which is' employed, is 

equal to the product of the or err aoe and the employment rate (one 

itritd the unemployment rate). These three measures provide 4 complete summary 

of the degree of labor market, activity of the population. The relationship 


\ 


between them can be seen by making use of the following identity: 


E ae? 
Wi" Di Wa 


(1) #, 

where E is employment, N is population, L is labor force, and‘ i indexes demographic 
IS 

groups. , Taking logs cer differentiating yields the basic tecmbontilens | 


din 4 = dln &, + dln (Ey | -_ (2)”° 


Since persons in the labor force are either employed or unemployed it is clear pret: 
. ry ' 


: E . , L . . ; 
dln (4 pascal + din (), (3) 
6 


where UR is the. unemployment rate. 


a a ae . : he . ; ° 
-2 
” The results of this decomposition, presented in. Takte 1, sieseiy 

indicate the importance of figetustions in part pation auekey the iit few ° 
years. For women, changes in participétion are gindeety much larger ‘than 
changes in the rate of unemployment . ‘On average, vargation’ in: the rate of - 
participation accounts for 70 pee. of the cea. in the female employment 
ratio. While a much enaller variation in participation has been observed, in . 
‘the total population, the PiGKciattons: ave still siberadeia relative to 
movements in the unemployment rate. ft is clear that Huse only on the 5 aes 
unemployment rate gives a very misleading picture of Labor market conditions. 
For example, substantial inprpuement in labor market Say chenande between 4976 ; 
’ and 1977 shows up largely as increases in’ participation rather than desitines 7. 
in the unemployment rate. Had the participation rate remained constant during 
1977, unemployment would have fallen by almost three | cies much. " Table 1 
fue underscores the need to examine the interrelations among employment, 


unemployment and participation in analyzing cyclical fluctuations in labor r 


markets. Below our method of doing ,tHis is outlined. 


’ 


The Empirical Model y 

For each demographic group we ceeibane that sagen and 
participation’ rates are functions of aigvegate denad and time. The time: i / 
trends are itiluded to reflect .the impact of slowly changing social factors, 
- and other gradually moving variables omitted from the Sere the baste 


2 | , 


equations to be estimated are; 


- 7 


a : Decomposition of Changes 7, the Employment, Ratio 
F ‘ . : i : : : ® 


» F 


e 


* Teal Population 
Year 
1972-73 
1973-74 
1974-75 
1975-76 
1976-77 
Women (16 and over) 
Yer | ’ 
1972-73 
1973-74 


1974-75 


eee 


1976-77 _ -% 


ra 


\ 


e 


e 


. 


"S §< 


Table 1 


‘(numbers are im percent) 


change {n log of 
employment ratio 


(6 
‘2a 


(2)° 
J 0.69 


0.78 


Source: @@LS Employment and*Earnings . 


7} 


change in log of 
participation rate 


7 


change in log of 
employment‘ rate 
(3) 
0.78 
-0.80 . 
-3.10 
0.85 


0.72 


0.69 | 
-0.81 ~ 
-2.81 

0.75 


0,22 


P a a ae m 
De a an , 
n ' =v 56 — 
- = : 7 iA : 
i 4 (1n(PR),, = B, + ek UP _-k +891 + 8,767 +, . ah) ie 
os ° , oy ig : : r. 
i an . ‘ i . . 79 : , 4 id é . e 
Ld e : ‘ be C e ss . i a ( ) 
i, : ee 3 (5 
- 1®(1-UR) , pant UP. + dT + 04767 + us, 


. , pe ae eo * tok 
ee = . ‘ 5 ~ i 2 . “ ;: oe. . 
‘ 


where ‘UP dts the pucsiiopaett rate of men between the. - of 35 aus 44, T 
\ 


NN 


is” Fie time trend, 167. is a gacond time trend which begins in 1967, and 
F ie i indexes duaouraphie groups. . 
tac pdvations like (4), are etuateleaut in analy ace of ‘anax faces” par- ‘ 
ticipation. They have provided ‘the basia for estimates of "hidden unémployment," 
a w (Tella, (1965)» Detiibers and Seana (1966)). and estimates of the full employ- 
ar" ; , ment Potential labor force (Perry (1978)). The ‘unemployment rate of. mid le-aged 


(ages 35-44) males is ares as a measure of ageregate heath It, is expected to 


7 a ‘ 


: ‘Aifluence ‘ie level aE partiotpation since the costs of search are affected Si 


eo ; wy job availability. Moreover, apart from any changes in the real wage, the 
: quality of available Sobaagaides ia aeuteuite ‘deggnd. The broken-tite” trend : og 


“4 beginning in 1967 (167) is “intended % allow for recent changes in sedular trends. 


“ 
ria whiie the. choice 9£ = is somewhat arbitrary, the results reported’ below are #8. . 
cs ; ne ‘insensitive to lity omission or to its eee with trends’ beginnipg’ 

j 7 earlier or ‘Later: | | : | | i 
3 \: Ye ‘ Equations’ like (5) have not been erianuivals used. in studying ‘group 4. 
. “inal nveene rates. . Feldstein (1973) and Feldstein and Wright (1976) have esti 


»° mated eifidlar relations, in order to study. the potential of aggregate demand to 
* sli reduce unemployment Farah Equation (5) can be justified in much the ‘same way’ 
~ he as ‘the participation equations.” "Aggregate demand will have different effects.on — 


bp unemployment rates of different groups; because of enployers' mien in laying’ 


vote workers, ‘and because of - ‘quit patterns. Certain groups are more’ ‘prone: to ni 


. * ° an 
- a . : ee 5 i ‘ 7 L ’ 
a ne. fk 3 : ¢ mt oi et ee : 
‘ . . = vo 
a 7% . Ph ve ” 7 - ele. . ign 3 oy oe i 


ee: 


ey Z 
be laid off, others ae more ‘Prone to leave jobs and so their unemployment 
experience is. likely’ to respond quite differently to weeeeate demand. 

o, 


) 
The equations ‘to be esbimated ate‘ not deetened to provide ee 


beak. or most detailed explanation of the part hetparion (unemployment ) rate 


: of each group. ‘Our purpose is to estimate a common model for each group. ' 


which captures the response of participation (unemployment) to PraTheas fluc- 
nations in aggregate demdnd. Thus, some ponents SAE ASOBROEY vatdabled 


such as real wages and\ inflation, have been excluded ovexteety becaude of 


© 


their cyelical variation. That is, our equation is intended as a reduced 


fern for the individual cyclical effects. Other variables have ‘been omitted 


because they are-eésentially orthogonal to the variables included.. We have 
in work available on request reestinated the equations reported here including 


variables’ reflecting dehographic factors, fybiaedonncy expectations, and house- 


> 


hold wealth and liquidity. “While these variables. are sometimes significant, — 


their inclusion has little impact on the estimated cyclical effects. 
The interpretwtton of the coefficients in aaa (4) and (5) 


_ is dutte straightforwatd. For example, the eyedtcel reapodstveiese of - 


oe the participation rate of the ath group may be nésnuted by: oa 
e Sag ” a 

' r a * ‘es 

Nd Dos Yor * ee 5, ) é. 

‘ . s 0: ° ae Pa : ar 


‘ 


A value ‘of Ypp™ 1-0 indicates that,a 1 percent increase in aggregate demand ° : 


(e.g. , UP declines from point .06 to .05). produces a l percent increase” in: 


the participation rate of the ” group (e.g., .430 to 434). 
( 


Equations (4) and (5) age been estimated using quarterly data 
‘for’ the ‘period 1950-1976 for perteue deahacaphts groups. The coefficients 


3 on lagged uneaployment have ied constrained . to follow a first order 


polynomial Constrained at the far end to pass through ches origin, with a 


‘ + 
ae a ie ‘ : ‘ ; 
t< * ~ ri - a 4, ‘ os 
- ¢ * 
1 


. 


au 


length of eight qvarters./ we Rear hy a)’ ensures that. the ee 
between the enploynent’ ratio and aggregate demand 60. time is given b}:" 
. 7 e . ; n J 
1n(EN) ,, = By + a + £ (5, + AY) UP. _-k 
k=0 ‘ 

(7) 

e . ‘. eee 

. (8, + a,)T + (B, + a4) T67 +e. 


bie 
It follows immediately that the equations presented here can be used mS 


* decompose the cyclical movements of the employment ratio into its unemploy- 


e 


* ment ang participation components since: 


ry i ; ie L * : 
4 Yen Yor Sloe (8) 


- We have estimated equations (4) and (5) using a maximum likelihood 


technique ‘to c@rrect for serial Sortrlabion. The ehanRE: in the i ie a 


. ratio 4rising from movements in the ii da rate and the ‘rate of parti- 


cipation is calculated using the identity (a). Its approximate standard 


~ 


‘error is found by assuming, that there is no covariance ‘between ‘ and Me 


The regression equations for various age-sex groups are reported in the Apperdix. ea 


In the next sectionythe estimates of cyclical responsiveness are pnaiveed. 


5) 


Section II: Demographic Demand- Sensitivities ; = x, a3 


4 


Table 2 presents ‘estimates of the élasticity of means 


t 
response of enployment unemployment and participation for er .demo- 


' 


* graphte roure? Beneath the estimates’ in parentheses aré the estimated 


' standard errors, As noted above, the-numbers in— 


- 


“column 1, = which give the cyclical#responsiveness ed Seas are ve 
! \ ‘ 
sum of the estimates "of the responsiveness of participation and eee: “oe 


f 
ment (i.e., the. employment rate) found in columns, 2 and 3." 


oy A clear implication of the results is that’ teenagers are particularly ; 
BS r ‘ \ 


e. 


sensitive to cyclical developments. The ebtimates imply that-a decline in the. 


prime age male unemployment rate from six to five percent will -produce a 4.5 


. 


x percent increase Ene proportion of male teenagers employed. Over 35 percent 


of this change comes frou moveménts in participation. “Among adult males 25-64, 
participation is very feyclicat, with an elasticity close to-zero. © The employ- 


7 ™ 
ment ‘pate, however, has an elasticity close to unity, so that on average a 1 


percent increase in aggregate demand leads to a 1 percent increase in the employ- 


‘ 


ment of this group. Among elderly men.over 65, the employment rate elasticity 


is 1.02, close to that for other adult groups. However, for thie group partici- - 


pation is almost as responsive as that of teenagers. #he net effect is an 
employment ratio elasticity of 2.20, suggesting that older men are among the 
“\ 


prime beneficiaries’ of an expanding seoneny: This no doutte reflects the peanieiey 


; « 
. of firms to induce early retirements in times ‘of business’ eyete slack. 


- The results for women underscore the importance of examining 

‘partteipation in the setae. of changes in employment and unemployment. | \ 
. As in’ the case of men, female teenagers are very sens tf\ve to movements 

in agaregate demand, We estimate that a 1 seine we in the, prine age | 
male unemployment rate will lead to a 2.5 percent decree in tt 
participation rate of very young women. Combined with a large arop’t 
unemployment, the Sap leis eahte of this group: is consequently increased 
by over 4 peycent for each percentage pate change in the pring age nale 
viemnloyaene rate. Similarly tatke gains in Pap TE BENE arSeestimated for 
“women ages 20-24 and 25-34. In each case- the elasticity of employment 
exceeds two, with . niuch of the gain coming in increased participation. 
‘Women 16=34 thus display a. greater dadens of cyclical sensitivity than 


. their male counterparts. a - 


' . 4 


} 
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. Table 2 


‘Demographic * ‘Employment ° | Participation  — . Employment 


Groups ; ‘Ratid Ho Rate * Rate 
qa) Saye (3) 

MEN ; 

1609 ee BS 1.910 2.61 f 

; ae » (.68) ; td ° : (.45) nage. ta (.51) #4. , 
20-24 41.85 | -.41 — - % 2.26 : 

(.66) (.30) (.59) ’ 
25-34 a cae - 04 —1.26- 
: ew, (.28) (.09) (286): 
35-44 : 1.06 005 1.05 
(.19) » (05) - + (418) 
45-54 ae) ae - 002 _¢ Ob 
-  (,19) ; (.07) - ies 3.3) 

55-64 1.07 -.04 Co Oe TA 8 

(.27) . (.24) (.12) 

65+ 2.70 ‘ 1,68 : 1.02 
(s71} G7 (.08) 
WOMEN @ 
~ 16-19 * 4.41 2.53 1.8 
“cf (.68) (.62) (.29) 

* 20-24 o522° ae ae 1.51 
(.68) | 65 (.19) 
"25-34 7 2.44 iat, we” ge ES: 

(.49) i (.46) , (.18) 
344 ee oe Pe ae ' 954 
| (.30) . (.26) (.14) 
45-540 / £96 113 7 .83 

. . c 57) (50) 2 me ® (.13) 

55-64 $ -.06 - “=e 79 . z . 73 
* (.59) (.58): . oF ‘a (.09) 
65+ 2.91 | -1,50 - my 59 
a8 (1.25) , (1.25) | b (.20) 

/ con) 


i 
“Source: See Appendix for basic regressions; ae aaa are based on quarterly 
data over the period 1950-1976). 


@cyclical regponse is defined.‘as the sum of che cgetfictents on the lagged values 
of UP. : ‘aa V 


fr 


° 


amr ao | / 
7 3 _ 2 14- ca \ 
* > : oe : “— * ‘ 
. -~ Women 35-54. are bees responbive to shahere in aggregate demand than, y - 
younger women, but on average, the employment ratio elasticity is still greater 
than that eutiuated for men. Thelenergence of added vortex behavior among z 
older women sharply reduces the sensitivity se the group auptoyment ae to 
c changes 4a indaplogneat even to the point of producing a negative veleedonanipc ae 
For example, for women over 65 we estimate that a 1 percent increase in aggre- - 
gate demand leads to a 1.5 percent decline in participation which swamps the 


reduction in unémployment, leading to a net decline of -.91 percent in the ae 


proportion of women over 65 who are employed. 


Demographic Contribution to Cyclical Variation "Vv. .- 


The results in Table 2 suggest that a large share of cyclical 


. 
se 


variations in the aggregate employment ratio is due to the responsiveness of 
rr 4 
teenagers and young women. THe relative importance ‘of the various age 


groups in accounting for cyclical movements in employment -is examined in 


~ 


Table 3: In columns 2 and 3 we have used the population shares 8; together 
with estimated values of Yen to create a measure of each ae contribution 


to the change in the overall emp loyment ratio. ‘If U8, Yen is the predicted 
change in the overall employment ratio, the. contribution of the eg group 
“y ‘ : ‘ "2 , r 
is: : . 


i 
P l 8 ~Y. r 
7 2 a (9) 
w : ’ 8, Yen * 
. : 4 
‘ The values of 8)» 85 YeN and 0, are presented in-columns 1, .2, and 3, 


‘respectively. ‘8 ' 


(. . ¢ : 
et The calculations indicate that in aggregate employment is pro-cyclic. 
A 1 pdreant ‘decline in the prime age male unemp loyment rate leads to a 1.5 ‘ a 
= ae 
it percent increasé in enployment. A key result of the calculations is that - 


é ee young worker en eae larger part ‘of the cyclical variations in employme 
P The * fas iD ° 7 | . 


_ beg i : * «/ 


—————————— a ee = . , 
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Table 3 ag 
ie, ee ou Population Shares and the Shares of Demographic Groups’ 
a : n Short Run Variations in the Employment Ratio 
Demographic _ Population P Weighted Plasticity Employment ,Ratio. Share 
- Group Share (s,) ‘se (8, Yen) (85 Yon/ 218) Yen) 
MEN * 474 (_ 806 ” 7 524 
16-19 ~ 045: ° be 6 SBD .132 
ee 
20-24 | 045 .08¥ 054 
25-34 | 093, 120 ee .078 
35-44 .089 09% -.061 
45-54 .081 .082 .053 
55-64 063 .067 = 044 
65+ r 058 157 + 102 
WOMEN 526 .781 .476 
16-19. 047 .207 4 135 
20-24 z 055 iol) ae .079 
25-34 100 S bho Asa 
35-46 .096 144 ’ 094 
; : . ‘ A 
45=54 .087 084 055 
55-64, : .068 -.004 -.003 
e- Pad 
65+ Ack a oe i -.042 
-. Reenacers .092 410 . | 267 
j ® ‘ ; 

_ WOMEN 20-34 Lil BS ae - 366 | .238 
ADULT MEN 25-64 326000 363 ; ".236 
“TOTAL : 1.000 1,537 1.000 
Note: Yen ‘are taken from Table 2, column 1; the population shares are means 
for the sanote period. ne % : 

, « 
wt i . e 
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j ‘ 
While teenagers comprise less than a tenth of the population, they account 


: ‘ dé z 
for more than a fourth .of cyclical fluctuations, Teenagefs“and young women . 


: ° 


F 20-34 represent only 25 percent of phe adult population, yet they experience 
close to 50’ percent of the cyclical variation in employment. Prime age males 
25-64 are a large fraction of the popufation (32.6 percent) but account for 
less cyclical employment vartation Ahan teenagers who: represent only 9° percent 
of the population. Because of 5 added x. effect among older women ‘the 
‘share in cyclical employment variations of women over 35 ia 10.4 percent even 
though this group accounts for 32.4 cmideit éfthe population. 

These ie oa ay be contrasted with similar calculations using the 


™~ 


pidodtatiennes of group ineantonene. rates (Yo). In that. context, teenagers account 
4 


for less than 20 pércent of the ‘cyclical variation compared to 27 percent when 


. . . ; 
participation is also considered. Similar large differences "are found for 


seowati 20-36 this calculation thus underscores our sitter observation that 
ne focus on the behavior of the unemployment rate may obscure impowgant vartaticue 
in market activity arising from changes in participation. 
‘ The analysis resented in Tables 2 and 3 demonstrates the importance ; 

of examining changes ss eletie in connection with related movements in x 
‘employment’ and “unemployment . The agate suggest that teenagers and young women 
are particularly dstiattive to short run movements in aggregate economic activity. 

* These patterns are consistent with a significant ‘dfscouraged worker effect. ‘In 
contrast, We find that older women increase participation when spgrenate dedand 
decreases, These added worker effects are sufficiently large to nullify positiye 


, effects on group, unemployment. The result is a decline in the employment ratio 


‘of this group. Given added worker effects among older women, and virtually 
sd ; 


no Tesponsiveness | among prime age mens. ca is not surprising that the aggregate 
i Ne 

participation rate diastave relatively. tieele cyclical sensitivity. While 

aggregate movement s in employment pore selaartiy movements in unemployment, 


substgntial variations in the composition of the labor force do occur over—the 


business cycle. 


ror 


Race and Marital Status . ee 


Variations in cyclical employment éxperience may be expected to 
‘depend on factors other than lage and sex. ‘Two such divvnte, race and marital 
status, are examined in Table 4, where the decompositions Yiscussed above are 
performed for black workers, and separately for married and amisented workers. 


The results suggest that’ these factors make a considerable difference. The 
a 


employment experience of blacks is much more responsive to cyclical conditions : A 
that the experience of whites. Al percent reduction in the prime age male 
unemployment rate raises the proportion of black teenagers who are employed by well 
over 6 percent. Older biscks are not as responsive to, cyclical conditions, but 

stilk exhibit substantially more sensitivity than the entire population. For , 


men over 20, for example, the sis ee aa ratio rises by 2.2 nercent for each 1 


‘ 


point decline in the prime age male unemployment rate. ‘| 


. 
” 


Marital status appears to have a moderate effect on fie cyclical 


. 


behavior of men and women. The exployment of single women, for example, is : 
* % —- 
‘almost twice as responsive to cyclical changes as the employment of married | 


_women. While both groups display fa worker behavior, the effect for single 
women is much sualler in absolute value, and is statistically insignificant. | 
The negative response of participation to snerensas in .demand partially miti- 
“gates declines in unemployment. The net athice is an employment lasticity 


less than one for both married and unmarried women. 


, 


Cyclical Response of Participation, Unemployment and 


Demographic 
Groups 


BLACKS 


' Women 
16-19 


20+ 


“MARITAL STATUS 


* 


Note: 


Wonen 
Married 


Single 
Men 


Married 


Single 


( fp - PURE + 


rae 


Table 4 


Based on regressions as described in the text. 
data covering the period 1954-1976. 
groups were estimated for the period 1949-1976 using annual data. 


Employment by Race and Marital Status 
Employment Participation 
Ratio Rate 
()* (2) 
6.97 3.48. 
(1.79) (1.66) 
1.57 .10 
6.18 2.03 
(1492))* (.76) 
2.23, -.14 
(.41) (.16) 

j 1. 

42 -.42 
(.30) (.20) 
.80 , -.25 
(.40) (.37) 
1.12 27 
(.34) (.12) 
2623 -.13 

* (.69) i ' (.52) 


- 


~% 


Unemployment 
_ Rate 
(3) 


® 


84 
(.23) 


1.05 
(.15) 


85 
(.32) 


2.36 
" (.45) 


For blacks we.used quarterly 


The equations for different marital status 


“Source: Blacks:- regular CPS publishéd in Employment and Earnings by BLS. Marital 
rea - data taken from Table B-1 Employment and Training Report of. the President, 


977. The single category is a weighted average of the unmarried category and the 


widowed, separated and divorced group. 


the data were made. 


persons 14 and over. 
15-year-olds were single. 
in the popuiation and in the labor force. 


For the unmarried group two adjustments to 


First, for the "period 1949-1966 the published data refer to 
Based on the reported changes in 1967 we assumed that all 14- 


Using data from Table B-6 we subtracted 14-15-year-olds 
Since anly 14-17-year-olds totals are 


published for 1949-1952 we estimated the number of 14-15 year olds, using their 


share of the 14-17 population in 1953-1957. 
was assumed to be unchanged,’ consistent with the reported changes in 1967. 


period 1972-1976 


get a predicted 1972 population including the institutional group. 


The unemployment rate over this period 


For the 


vp institutional population was excluded. We estimated™the insti- 
tutional population/in 1972 by extrapolating trends in total populatign 1967-1971 to 


and added the difference to the reported population figure ft 
, ing a constant ins itutional population in 1972-1976. 


+ 


a 


' 22 


We then subtracted 


or each’year, thus assum- 


- 


’ 
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Much more significant differences are observed in the behavior of © 


single and married men. While single men exhibit added worker paRerenyeren 


“behaysét their Linedlopment rate is extremely sensitive to aggregate demand. 


“FW results imply that a 1 percent decl{ne in the unemployment rate ealeath 


: a 
yy. the Bingle men's employment rate by over 2.3 percent, more than twice the 


impact on the married male rate... In all likelihood this is due to the~ 


relatively high proportion of single men who hold secondary jobs. The end 


result is that employmént of single men is much more cyclically responsive 
than that of married men. A 1 point reduction a ‘the unemployment nate raises 
the suave of single men. who are employed by 2.2 percent, BempRtes tol.1 ° 


percent for married men. 


Section III: The Role.of Aggregate Demand 


The results in Section II ifidicate tha aggregate demand as measured 


_ by the prime age male unemployment rate has a significant effect on the unemp loy- 


ment and participgtion rates of most demographic groups. The effect is 


¢ / . 
especially pronounced in those groups which traditionally have the highest 


4 e 


unemployment and lowest participation rates. For Pon black teenagers , a 


whose. unemployment rate averaged over 40 percent during 1976, benefit 
most from increased aggregate demand. Their employment ratio rises f 
by over 6 percent }for each 1 point decline in the prime age male 2 


aniea kopment rate. Yet, many observers judge that the problems of high 


unemployment demographic groups, such as black teenagers, are largely the 


“result of structural factors and are quite insensitive to aggregate demand. ‘ 


Perhaps. the most widely cited statement of this view is found in Feldstein 
(1973). In this section we analyse the SECEDE to which aggregate demand can 


reduce the unemployment of Aisadvauveged demographic groups. 


om | 
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a i _ 
Pessimism with ReARES Te the efficacy of ee policy is 


buttressed by- the observation that the unemployment rate of _gertain disadvan- 


oy 
-taged g Broups has remained high even during periods when the overall rat€ was 


of the cyclical experience of these groups. 


reduced to quite low levels.’ In 1969, for example, the unemp oyment rate Fe 
male ‘teenagers’ was 11.4 percent while the unemployment rate of black sehen 
was over 23 percent. The analysis in this paper makes it clear that this 
may not reflect the: impotence of aggregate demand. ‘The result in Section II 


underscore the importance of examining tnemployment fluctuatto s inthe context 


‘of chehess in sie la and participation. It may be that the = Shanes 


rate of high undp loyment groups expands rapidly during re of economic 


expansion, causing the group uBemplaymens rate ae remain at a Pes high level. 


| 


On this view, the apparent ekuacishiags in po eee arises because the. 


neers unemployment whi is not measured dubtag times when jobs are unevat bie, 
sicily beconen au cuuuilits In order to examine the role of nseremtee demand, 
we have used the equations described in the preceding section to estimate the 
unemployment rate which would have arisen soi 1976 if the CnARe nald unemployment 
had been driven to ska: 1969 level (1.3 percent). 10 

; The results, confirm the widespread view that unemployment ates ; 
would remain high, even. in an expandinn economy. Por example, .male teenagers ' 
would have aie an unemployment rate of 11.5 percent. at the end of 1976 even if 
the prime age male unemployment rate haa been driven well alow 2 percent. 
Likewise, black male teenagdrs would have had’ an unemployment tate of over 
os nmchne, Similar patterns, hold for young women. It is sipuiitean: that the. 
predicted 1976 rates for male teenaghs (both black and total) are siveoatly 


identical to the rates which actually prevailed in 1969, This result suggests 


that the empirical model provides a relatively consistent gharacterization 


. 


; i . _ ; : 
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aa . _ Table 5 ee “ 


; Z ¥ 
{ : 
: ' Simulated Unemployment Rates: for 1976:, 4 ' { 


Assuming 1969 Levels. of regate Demand 


Yd , . . ff oe 
“ _ “? . ah q 
, we , ° Estimated Unemployment 
2 Bad as . Rates with 1969 Conditions 
Actual Unemployment Full Participation No Participation 
Demographic Group , Rate 1976: 4 ae Résponse r Response 
Cas: malas (2) me ee 
MEN :. ' : / 
16-19 19.5 1G Bey 5.6 “ 
20-24 ~ “e38 5.9 3 f. “Tad 1 
35-44 4.3 P i 1s 
45-54 5 1.4 - 14 , 
55-64 4.1 a7 \ meee 
65+ Y 4.7 1.6 ’ -3.6 
is = a 
WOMEN . 
16-19 | 18.6 12.8 5.1 zs 
20-24 12.4 7.8 — . 5.6 v7 +! 
25-34 8.6 | 1 Ae 
35-44 6.2 Ke 1.6 | ’ 
45-54 ~ 352 2.7 2.3 
55-64 . 5.0 2.8 ‘ 532 
65+ 4.7 2.9 © See 
“BLACKS . : 
16-19 35.9 aa. 16.9 
20+ 11.3 i ar a, SMR 2 
16-19 | ne ee 26.4 1.7 7 
20+ r 14.3 6.8 6.5 
' Bg i . - 
7 are The estimated cues Tesnene rates were easculated as follows: : Bong 
- Column 2: Actual unemployment rate in 1976: 4 - (y,, .V) | we 
when V= change tn the prime ‘age male unemployment rate had 1969 _—* 
conditions ‘prevailed in the previous 2 years. 5 ! : ‘ 
Column 3: Same as eoluan 2, — that. YEN was subsksbuted ‘for vs vf 
Se 33 a " ‘ 
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f. In order to examine the extent to which the resilience of high 


- 
re ry 


unemployment rates. reflects “surges in participation, we have recalculated 
Z the unemployment rates nies the age that sdutiioaetes rates remain 
saghetank as aggregate demand expands, Unemployment rates.calculated on this 
staat are shown iin column 3 of Table 5. They indicate that with soniseae 
participation, previakid ase take demand could reduce unemployment rates of , e 
most demographic groups to very low levels. For exe. increased employment 
would lead toa male teenage unemployment rate of 5.6 percent, ‘comparable 
to the seevave anewphoyment rate of the envixe population over the postwar 
peeiod. The inating Losnent rate of young women would be BEANE. down to similarly’ 
low deveie, However, the ‘unenployment ‘rate of black teenagers would still vemata 
at levels papraathtiy 17 nevada’ for young ae ee percent for young women... 
While clearly indicative of an important social problem, these smlenabtons 
suggest a substantial: welfare gain over the figures actually observed in 1976. 
It is somewhat difficult. to interpret the eeutia Were participation ‘ 
to remain constant, it is clear that agregate demand could eliminate serious: 
‘ unemployment problems for most Pecaueennte groups. Participation, however, does 
Not in fact remain constant. This would seem, if anything,, to strengthen the 
case for shbensiduare policy, ‘since the large surge in participation sie. 
inmibtabiy accompanies cyclical expansion must indicate a chronic shortage 
of jobs, or at least that many persons are outside of the labor force #because 
they expect little gain from foethot aididenent search, Encouraging the re- 
entrance of these individuals would seem to be a benefit of expansionary policy. 


- 


It is clearly fallacious to argue that the potential entry of the hidden 


unemployed renders aggregate oe policy relatively impotent in easing 


ew 


demographic unfimployment problems. ; 


« ‘a : 
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® ‘This bindtig has. important implications ‘for recent legfatation 


me: designed. to move the economy somarde full employment. The. Hunpbrey-Hawkins ‘ 


‘<* 6vball provided™for mandatory unemployment targets both in aggregate and for 
: demographic groups. Our analysis indicates» that unemployment targets are ; 


- 


“Wiaguided, Since unémployment rate movements can reflect either 5g 

or undesirable changes it is hardly saneibie to design policy With “a specific 
uriemployment rate in mind. Rather, a much better means of serving the gout . | 

: ‘of full: employment woula be to siesté targets explicitly in terms of a, 


bo 
Bis a cpmieels Such a meagure would avoid allof the ambiguities inherent. 


i in a CPS interpretation of the unemployment /nonparticipation ipa aise as J 
| well as providing a sounder foundation for policy. } | 
oi Section IV: Conclusions . | : 
. : *s : ' This paper has ‘confirmed the importance of usbae token a explaining 
’ ‘ ’ seer fluctuations in employment. Its. findings un erscore recent criticisms 
3 Fe of the unemployment rate as a sensible in ere of business cycle conditions. 
as _ An additional finding is the ae character of youth employment ; 
a ‘ "and unemployment... The results indicate that young, people bear much of the : 
: ’ : .. burden of the economy’ 8 eyelnati fluctuation, ‘The results also strongly | i“ 
| duggest. hat esased_on-the-unenploynent-tate:have-bee———P a 


| . very nisleading in ‘their portrayal of the potential role of aggregate demand 


tno igh 


- policy PES reducing the the employment. problems of of disadvantaged subgroupa,._In_- 


Onion 


. fact, capanbicnars policies work very much to the benefit of high unemployment. 


com | BroUpS. thle out substantial gaifi is not fully reflected in the unemployment, rate. 


2 ~ "only becdume: of ‘surges in panpseipaltons This Finding suggests that aggregate a \ us 
esa must _have a high place on any agenda for conbatting ‘the’ unemployment of i he ; * 
distenaws groups. Young people are especially vu barie k to economic down . : 
v ‘tuewe jor stand to gain the most from expansionary policies. | ‘a # 4 : s ; 
Le ee ee ee a 2 tat tet ae ’ 
bg AES ge ge filaniernennte teen et ® . 
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eight quarter lag on VP, but only the sum of - the lag. cdefficients . 
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: ‘ A APPENDIX - 
4 iv ‘ - : cgi ES, a . 
This appendix presents estimates. of the basic empirical model. ‘ 


“for the 14 demographic groups. The equations were estimated with an 7 ( 


is presented. ‘The data are available monthly in Emp1lo ent and Earni | $ 
‘published’ by BLS. , par? et See 
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Om cgp om -. Table A-1 : 
2 Cyclical Response of ard everest Of Demographic Groupe ) : 
. v , (Standard Errors in PEeRenGaee ‘ 
ie \ CONS UP Ty 167, ee SEE p 
‘ie : | 10°} (x_10°, 10° ) 
MEN. © = | ae ; 
/ 16-19. =,034 . | 2.617 =.074 .005\- | .904 .012 81,7 y- 
(.022) (.507) ( 026) (068) — 4 
(20-24 -.009 2.258) =.003 * -.091 88301 BY 
(025) (.585)\  . (030) *-. (:073) nie a 
25-34, 001: 1.267 001° -.040 .892. .005 =. 791 
Me GO, (256) (001) f. (.030) 7 . 
35-44 7, 002, «1.053»  -.001 = =.006, = 893 004 «806 
. (008) -, (4181) (009) (.020) | | 
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fs 4 Footnotes 
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Feldstein (1973) has demonstrated the importance of demographic’ dis- 
tinctions in analyz unemployment. Other analyses, notably Mincer (1962, 
1966) and Bowen.and Finnegan (1969) have shown the extent ‘of differences 1a 
' participation behavior across demographic groups. - 
2 = Fx} e 
rBen Porath (1973) has: shown that aggregate eaves ipation and individual | 
labor, supply equations are: qualitatively very differen » Thus, detailed - \ 
study of micrd-data is not likely to provide a firm basis for understanding 
aggregate participation. Moreover, micro-studies v sd ata aes unable ‘to 
separate unemployment from non-participation. 


. Y . 
They find that estimated yoath unemployment is much 


less when teenagers respond to the questions (NLS) than it is when parents 
respond ‘to the suryeyor (CPS). 


Distinguishing between this "casual search" and aX "widespread dis- 
couragement" explanations of the nigh fiow rates is the objective of Clark 
and Summers (1979). : | 

-. Summers (1978) has shown that the-employment ratio provides a better 
measure of labor market tightness than the unemployment rate in Phillips 
curve *equations explaining wage inflation. 


HO 8 _ Note. that as long ag UR <.1, it differs negligibly from 1n (1-UR). 
“> Hence ( can be interpreted as showing that the percentage change in-employ- 
“ment. is he sum of the change in the unemployment rate and the peroentene 
s Chanae in the a oa rate. 
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fe SS ow, The results reported: gtde are not sensitive to the: form of the. lag 
uke “Wpecttication. : ’ Sy Bg se ( ; | 
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a Nore of the. Souctasiony. are “significantly altered when the employment 
rftio. equation is estimated directly. Of course, the identity (3)_is no 
longer J Satisfied, fe 

. g ER ge : Eas i a 
- ‘ “\In interpreting all the results in ehis wttan: it may be usefu ¢ 
‘note: that? @ movement of 1 point’ in the prime-age male ie a rat@ cor- 
\:zesPonds ‘toachange of 1.25 points an the overall rate. 
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a 10% . 
iE aS qhese : ipredicelons, -may Semen on the fimcbtonal form of the eer. ae 
) ‘equation. ° Feldstein Sand Wright (1976) found little difference in the response — 


Ce Nie. ae in amano oywsets bacveen, pordede of high and a0 ‘unemployment. - 
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